
III 111111111 ItFI 1111

12027440



vv

na



Chairmans Statement

Financial Overview

Unanch cmi ondens Son olida

In wins ii anci Inform rtion

port on vim vv of Int nm in ol

Informa ion

0th -r Inform tion



Statement



ChairmansStatement

Financial performance1

In the first half year revenue of the Company totaled RMB12169

billion an increase of 20.0% over the same period last year

excluding deferred fixed-line upfront connection fee for

the same period last year same hereinafter unless otherwise

specified Service revenue was RMB1O2.39 billion an increase of

13.3% over the same period last year

While revenue grew rapidly the Company saw continued

improvement in its profitability and operating cash flows EBITDA

reached RMB36.04 billion an increase of 12.5% over the same

period last year Net profit was RMB3.43 billion an increase of

319% over the same period last year Basic earnings per share

was RMBO.146 Operating cash flows was RMB35.54 billion

an increase of 3.3% over the same period last year Capital

expenditure was RMB38.94 billion

As at 30 June 2012 the net debt-to-capitalisation ratio of the

Company was 29.6% The Companys debt-to-capitalisation

structure remained solid

Business performance1

Facing complex macroeconomic situation and an increasingly

intense market competition the Company continued to grasp

the good opportunities of industry development and accelerate

the scale development of its key businesses The Companys

revenue continued to grow rapidly with its growth rate

maintaining at an industry-leading level The period-on-period

growth rate of service revenue exceeded the industry average by

41 percentage points The market share of revenue continued to

increase The revenue structure continued to improve Revenue

from the mobile business and the non-voice business accounted

for 59.1% and 52.3% of its total service revenue respectively
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The mobile business achieved scale and rapid

development amidst transformation and upgrade

In the first half year service revenue from the mobile business

of the Company was RMB6O.48 billion an increase of 23.4% over

the same period last year The number of mobile subscribers

of the Company reached 219.249 million an increase of 20.7%

over the same period last year The ARPU of mobile subscribers

was RMB48.1 an increase of 2.8% over the same period last

year Revenue from the non-voice business and 3G business

accounted for 40.6% and 445% of the service revenue from the

mobile business respectively The mobile business achieved scale

and rapid development amidst the transformation and upgrade

of the industry

The Company focused on developing the business scale of

its 3G business In the first half year the net additions of 3G

subscribers were 17.511 million and the total number of 3G

subscribers reached 57.530 million The ARPU of subscribers and

average monthly data flow of mobile phone subscribers were

RMB91 .8 and 138.3MB respectively continuing to maintain at an

industry leading level Service revenue from the 3G business was

RMB26.90 billion which doubled the amount of the same period

last year and economy of scale has been gradually emerged

While 3G subscribers grew rapidly the penetration rate of

contract subscribers also increased rapidly Following the

successful launch of the first thousand-RMB smartphones

which drove the rapid growth of the number of subscribers

the Company further improved its 3G strategic handset system

and enhanced the price-performance ratio and penetration

rate of smartphones This strengthened the Companys ability

to enhance its contract sales and create favourable condition

for achieving economy-of-scale of its 3G business As at 30 June

2012 the contract subscribers accounted for 47.7% of total 3G

subscribers an increase of 12.3 percentage points from the end

of last year further optimizing its 3G subscribers mix

With improving sales and marketing policies the Company

sought further breakthrough in its channel sales capability By

focusing on core outlets the Company inspired sales vigour

through measures such as optimizing the sales process

enhancing incentives and promoting experiential marketing In

the first half year sales from social channels accounted for 60%

of the Companys 3G business Sales per store of the listed stores

increased by 37% over the same period last year Eyeing on the

future the Company actively built an e-commerce platform and

launched products that are only available for online sales in

order to expand the impact of its e-channel Revenue from online

sales stores in the first half year exceeded RMB1 5.0 billion

The Company actively implemented data volume operation to

enrich content-based resources such as online application store

mobile music and mobile reading to increase the attractiveness

of the contents By adopting measures such as promoting the 3G

ancillary marketing system in stores and hot contents delivery

the Company actively helped its subscribers acquire habits of

using data services and in turn to facilitate increases in data

volume

As for the CSM business due to the impacts of increasing

competition and the substitution by data services the

Companys GSM business faced with greater pressures in the first

half year Service revenue was RMB33.58 billion decrease of

6.3% over the same period last year The decrease in revenue was

mainly attributed to the decline in the traditional GSM businesses

including voice and SMS Revenue from businesses such as GSM

mobile Internet and information navigation increased rapidly

over the same period last year with revenue from the mobile

Internet business increased by 16.2% over the same period last

year
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The growth of the fixed-line broadband business

drove the fixed-line business to remain stable

In the first half year driven by the revenue growth from the fixed-

line broadband business the Companys service revenue from

the fixed-line business was RMB41 .50 billion an increase of 1.5%

over the same period last year Revenue from the non-voice

business accounted for 69.0% The business structure continued

to improve

By capitalizing on the favourable opportunity presented by the

implementation of the Broadband China strategy the Company

actively promoted the broadband popularization and speed

enhancement project and further carried out marketing on

speed enhancement The net additions of fixed-line broadband

subscribers were 4.876 million and the total number of

subscribers reached 60.527 million Service revenue from the

fixed-line broadband business was RMB19.40 billion an increase

of 13.0% over the same period last year and accounted for 46.7%

of the service revenue from the fixed-line business The fixed-line

broadband business became the top revenue contributor of the

fixed-line business The local telephone business2 continued to

decline The service revenue in the first half year was RMB1 5.07

billion decrease of 14.7% over the same period last year The

decline gradually slowed down

The Company actively promoted the WO Family bundled

services with fixed-line broadband as its core and endeavoured

to provide family subscribers with unifled information services to

increase the value of the fixed-line business

Industry applications drove the rapid growth of

the Companys corporate clients business

The Company focused on key industry applications such as

mobile OA government enforcement automobile information

services monitoring and surveillance and stock trading machine

and leveraged on its increasing influence in key industry sectors

to actively drive strategic project cooperation with key clients

and promote integrated information communications solutions

for small and medium-sized enterprises In the first half year the

number of subscribers from key industry applications exceeded

16.00 million The Companys revenue from corporate clients

increased rapidly

Network building

To fully fulfill the needs of the market development and

capture such strategic development opportunity the Company

accelerated the construction of the WCDMA target network in

the first half year extended the 3G network coverage in terms

of breadth and improved the coverage in urban areas in terms

of depth The number of 3G base stations increased by 43000

HSPA coverage was extended to 77 cities The Company also

expedited the building of fixed-line broadband optical fiber

access network strengthened and increased its competitive

advantage in broadband networks In the first half year the

number of fixed-line broadband access ports increased by 29.3%

over the same period last year and the percentage of access

ports with bandwidth over 20M was 44%
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Outlook

In the second half year the Company will adhere to its

development strategy established at the beginning of the year

to accelerate scale development of key businesses strive for

continued increase in its operating efficiency and profitability

and achieve greater breakthroughs in its scale of development

and efficiency level Major operating measures include

Firstly
the Company will firmly grasp the strategic development

opportunity to facilitate the continued rapid growth The

Company will strive for the overall enhancement of its sales

network and service capabilities and the rapid growth of key

businesses such as 3G and fixed-line broadband to continuously

increase its market share

Secondly the Company will optimize its development model

and accelerate the pace of its transformation and upgrade

The Company expects to expedite the integration of 2G and

3G services actively promote data flow volume operation and

deepen the integration of fixed-line and mobile businesses to

reinforce the Companys competitive advantage of differentiation

and enhance its competitive strength

Thirdly the Company will continue to accelerate the

construction of the target network to ensure the needs of

market development The Company will continue to speed up

the construction of 3G target network and further expand the

coverage of HSPA to maintain its leading advantage in WCDMA

network The Company will also accelerate the construction of

the optical access networks to ensure high-speed broadband

access in city areas The Company plans to significantly enhance

3G and broadband network user experience in the second half

year

Fourthly the Company will continue to strengthen its

management capabilities and profitability The Company plans

to further refine its management of various resources such as

network and sales and marketing implement cost reduction to

increase efficiency actively promote the innovation of system

mechanisms and strengthen its basic management to achieve

continued increase in results performance

Lastly on behalf of the Board of the Company would like

to express my sincere gratitude to the shareholders the

government and the community for their support to the

development of the Company and also to the management and

all staff members of the Company for their unremitting efforts in

the development of the Company

Chang Xiaobing

Chairman and Chief Executive Officer

Hong Kong 23 August 2012

Note Except for basic earnings per share all revenues and profit figures

herein exclude rhe effects of deferred fixed-line upfront connection

fee of RML 15 million for the first half of 2011

Note Local telephone business includes local voice service long-distance

service fixed-line value-added service and interconnection services
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Financial Overview1 Costs and Expenses

Revenue

In the first half of 2012 total revenue was RMB121.69 billion

representing an increase of 20.0% as compared to the same

period of last year Of the total revenue service revenue

was RMB102.39 billion representing an increase of 13.3% as

compared to the same period of last year

Revenue from the mobile business was RMB79.75 billion in the

first half of 2012 of which service revenue from the mobile

business was RMB6O.48 billion up by 23.4% as compared to the

same period of last year Value-added service revenue from the

mobile business was RMB24.26 billion and as percentage of

service revenue from the mobile business there was an increase

from 35.3% in the first half of 2011 to 40.1% in the first half of

2012 Service revenue from the GSM business was RMB33.58

billion down by 6.3% as compared to the same period of last

year Service revenue from 3G business was RMB26.90 billion and

as percentage of service revenue from the mobile business

there was an increase from 26.9% in the first half of 2011 to 44.5%

in the first half of 2012

Revenue from the fixed-line business was RMB41 .53 billion in

the first half of 2012 of which service revenue from the fixed-

lined business was RMB41.50 billion up by 1.5% as compared to

the same period of last year Non-voice revenue from the fixed-

line business was RMB28.64 billion and as percentage of service

revenue from the fixed-line business there was an increase

from 62.5% in the first half of 2011 to 69.0% in the first half of

2012 Out of non-voice revenue from the fixed-line business

service revenue from broadband business was RMB19.40 billion

up by 13.0% as compared to the same period of last year As

percentage of service revenue from the fixed-line business

service revenue from broadband business increased from 42.0%

in the first half of 2011 to 46.7% in the first half of 2012 Service

revenue from the local telephone business was RMB1 5.07 billion

down by 14.7% as compared to the same period of last year

In the first half of 2012 total costs and expenses2 were RMB1 17.12

billion up by 19.6% as compared to the same period of last year

The Companys network assets increased mainly due to the

continuous expansion of its mobile network coverage as well as

the implementation of Broadband China strategy in order to

improve network quality and capacity As result the Company

incurred depreciation and amortisation charge of RMB3O.1

billion in the first half of 2012 representing an increase of

RMB1 .75 billion or 62% as compared to the same period of

last year As result of the expansion of network coverage and

increase of network assets as well as the increase in utilities

charge and rental expenses networks operations and support

expenses in the first half of 2012 amounted to RMB1 5.64

billion representing an increase of RMB1.61 billion or 11.5% as

compared to the same period of last year

The Company proactively responded to the keen market

competition by optimising and adjusting its marketing strategies

promoting the integration of handsets channels and applications

as well as strengthening customer maintenance and further

accelerating the development of key businesses As result

selling and marketing expenses were RMB1 6.38 billion in the first

half of 2012 representing an increase of RMB2.78 billion or 20.4%

as compared to the same period of last year

The Company continued to optimise 3G plan policies and

leverage its advantages in handsets offerings in order to step up

the development of 3G subscribers Costs of telecommunications

products sold were RMB22.96 billion in the first half of 2012 up

by 60.6% as compared to the same period of last year Revenue

from sales of telecommunications products in the first half of

2012 was RMB19.30 billion up by 74.9% as compared to the

same period of last year Loss on the sales of telecommunications

products was RMB3.66 billion which included 3G handset subsidy

cost of RMB3.52 billion
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The interconnection usage increased as the number of the

Companys subscribers grew The interconnection charge was

RMB9.15 billion in the first half of 2012 up by RMB1.39 billion or

17.9% as compared to the same period of last year

As the average social wages as well as the base of social

insurance and housing fund continued to increase in China the

employee benefit expenses were RMB13.74 billion in the first half

of 2012 up by RMB1 .22 billion or 9.7% as compared to the same

period of last year

Earnings

In the first half of 2012 profit before income tax was RMB4.57

billion and profit for the period was RMB3.43 billion up by 31.9%

as compared to the same period of last year
Basic earnings

per share was RMBO.146 EBITDA8 was RMB36.04 billion up by

12.5% as compared to the same period of last year EBITDA as

percentage of the service revenue was 35.2%

Operating Cash Flow and Capital Expenditure

In the first half of 2012 the Companys net cash flow from

operating activities was RMB35.54 billion up by 3.3% as

compared to the same period of last year Capital expenditure

totaled RMB38.94 billion Free cash flow representing net cash

flow from operating activities less capital expenditure was RMB

-3.40 billion

Balance Sheet

Liabilities-to-assets ratio changed from 54.9% as at 31 December

2011 to 56.3% as at 30 June 2012 Debt-to-capitalisation ratio

changed from 34.2% as at 31 December 2011 to 35.4% as at 30

June 2012

Note Except for basic earnings per share all revenue and pro fir figures

herein exclude deferred fixed-line upfront connection fees of R/I4B 75

million for the first half of 2077

Note Including interconnection charges depreciation and amortisation

networks operations and support expenses employee benefit

expenses costs of telecommunications products sold other

operating expenses finance costs interest income and other

income-net

Note EBITDA represents profit for the period before finance costs

interest income other income-net income tax depreciation and

amortisation As the telecommunications business is capital

intensive industry capital expenditure and finance costs may have

significant impact on the net profit of the companies with similar

operating results Therefore the Company believes that EBITDA may

be helpful in analysing
the operating results of telecommunications

service operator like our Group

China Unicorn Hong Kong Limited Interim Report 2012
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Other Information

SHARE OPTION SCHEMES OF THE COMPANY

Share Option Scheme

On June 2000 the Company adopted share option

scheme which was amended on 13 May 2002 11 May

2007 and 26 May 2009 the Share Option Scheme The

purpose of the Share Option Scheme was to provide

incentives and rewards to employees who have made

contributions to the development of the Company The

Share Option Scheme was valid and effective for period

of 10 years commencing on 21 June 2000 and expired on

21 June 2010 Following the expiry of the Share Option

Scheme no further share option can be granted under

the Share Option Scheme but the provisions of the Share

Option Scheme will remain in full force and effect to the

extent necessary to give effect to the exercise of any share

options granted prior thereto or otherwise as may be

required in accordance with the provisions of the Share

Option Scheme Under the Share Option Scheme

share options may be granted to employees

including all directors the Directors of the

Company

any grant of share options to Connected Person

as defined in the Rules Governing the Listing of

Securities on The Stock Exchange of Hong Kong

Limited the Listing Rules of the Company

must be approved by the independent non-

executive directors of the Company excluding

any independent non-executive director of the

Company in the case such director is grantee of

the options

the maximum number of shares in respect of which

share options may be granted must not exceed 10%

of the issued share capital of the Company as at 13

May 2002

the option period commences on any day after the

date on which such share option is offered but may

not exceed 10 years from the offer date

the subscription price shall not be less than the

higher of

the nominal value of the shares

the closing price of the shares on The Stock

Exchange of Hong Kong Limited the Hong

Kong Stock Exchange on the offer date in

respect of the share options and

the average closing price of the shares on

the Hong Kong Stock Exchange for the five

trading days immediately preceding the offer

date

the total number of shares in the Company issued

and to be issued upon exercise of the share options

granted to participant of the Share Option Scheme

including both exercised and outstanding share

options in any 12-month period must not exceed

1% of the issued share capital of the Company and

the consideration payable for each grant is HKD1 .00

As at 30 June 2012 202190000 share options had been

granted and remained valid under the Share Option

Scheme representing approximately 0.86% of the issued

share capital of the Company as at the latest practicable

date prior to the printing of this interim report Among

these share options 1896000 share options were held by

the Directors and their associates as at 30 June 2012 Please

refer to the subsection headed Share Option Schemes of

the Company Interests of Directors Chief Executives

and Employees under the Share Option Scheme and the

Special Purpose Share Option Scheme for details All of the

share options granted and outstanding as at 30 June 2012

are governed by the terms of the Share Option Scheme

During the six months ended 30 June 2012 no share

option granted under the Share Option Scheme was

exercised
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Special Purpose Share Option Scheme where

On 16 September 2008 the Company adopted special

purpose share option scheme the Special Purpose Share

Option Scheme in connection with the merger of the

Company and China Netcom Group Corporation Hong

Kong Limited China Netcom by way of scheme of

arrangement the Scheme of China Netcom under

Section 166 of the Hong Kong Companies Ordinance

the Companies Ordinance The Special Purpose Share

Option Scheme provides the Company with means to

incentivise and retain the holders of share options the

Netcom Options granted under the share option scheme

adopted by China Netcom the Netcom Share Option

Scheme who were middle to senior management staff of

China Netcom and its subsidiaries and to encourage them

to contribute to increasing the value of the Company The

Special Purpose Share Option Scheme is valid and effective

during the period commencing on 15 October 2008 and

ending on 30 September 2014 being the date
falling

10

years after the date on which the Netcom Share Option

Scheme was adopted The terms of the Special Purpose

Share Option Scheme were amended on 26 May 2009

The principal terms of the Special Purpose Share Option

Scheme are summarised below

Grant of Special Unicorn Options and Exercise

Price

The maximum number of share options the

Special Unicorn Options granted to each

eligible participant the Eligible Participant

under the Special Purpose Share Option

Scheme and the exercise price of such

options are determined in accordance with

the following formula

Number of Special Unicorn Options Xx

Exercise price of each Special Unicorn Option ZIX

is the exchange ratio the Share

Exchange Ratio of 1.508 shares in the

Company for each China Netcom share

cancelled under the Scheme

is the number of outstanding Netcom

Options held by an Eligible Participant

as at 500 p.m Hong Kong time on

14 October 2008 the Scheme Record

Time and

is the exercise price of an outstanding

Netcom Option held by an Eligible

Participant at the Scheme Record Time

Fractions of Special Unicorn Options were not

granted to the Eligible Participants

Based on the formulae set out above the

exercise price of Special Purpose 2004

Unicom Option as defined below is HKD5.57

and the exercise price of Special Purpose

2005 Unicorn Option as defined below is

HKD8.26 The Board has the right to make

corresponding alterations to the number

of shares involved in the Special Unicorn

Options and the exercise price in the event of

capitalization issue rights issue sub-division

or consolidation of the Companys shares

or reduction of capital Such adjustments

shall give the Eligible Participants the same

proportion of the issued share capital to which

they would have been entitled prior to such

alteration and shall not cause the Companys

shares to be issued below its par value

ii No amount is payable on acceptance of the

grant of Special Unicorn Option
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Exerdse of Special Unicorn Options

The Special Unicorn Options are exercised in

accordance with the following vesting schedules

Special Unicorn Options granted to the

Eligible Participants in respect of the Netcom

Options granted to them on 22 October

2004 the 2004 Netcorn Options and held

as at the Scheme Record Time the Special

Purpose 2004 Unicorn Options are effective

from 15 October 2008 until 16 November

2013 as extended by the Board Any

Special Purpose 2004 Unicom Option not

exercised by 16 November 2013 shall lapse

automatically The respective exercise periods

of the Special Purpose 2004 Unicorn Options

and the maximum number of such options

exercisable at each period are set forth in

Note under the subsection headed Share

Option Schemes of the Company -3 Interests

of Directors Chief Executives and Employees

under the Share Option Scheme and the

Special Purpose Share Option Scheme below

and

ii Special Unicorn Options granted to Eligible

Participants in respect of the Netcom

Options granted to them on December

2005 the 2005 Netcom Options and held

by them as at the Scheme Record Time the

Special Purpose 2005 Unicorn Options

are effective from October 2008 until

December 2013 as extended by the Board

Any Special Purpose 2005 Unicorn Option

not exercised by December 2013 shall lapse

automatically The respective exercise periods

of the Special Purpose 2005 Unicorn Options

and the maximum number of such options

exercisable at each period are set forth in

Note under the subsection headed Share

Option Schemes of the Company -3 Interests

of Directors Chief Executives and Employees

under the Share Option Scheme and the

Special Purpose Share Option Scheme below

Please refer to the Companys circular issued on 15

August 2008 for further details on the terms of the

Special Purpose Share Option Scheme

As at 30 June 2012 189291158 share options

had been granted and remained valid under the

Special Purpose Share Option Scheme representing

approximately 0.80% of the issued share capital of

the Company as at the latest practicable date prior

to the printing of this interim report Among these

share options 723840 share options were held by

Director as at 30 June 2012 All of the share options

granted and outstanding as at 30 June 2012 are

governed by the terms of the Special Purpose Share

Option Scheme

During the six months ended 30 June 2012 no share

option granted under the Special Purpose Share

Option Scheme was exercised
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Interest of Directors Chief Executives and Employees under the Share Option Scheme and the

Special Purpose Share Option Scheme

No.of No.of

Options Options

Outstanding Outstanding

Exercise as at as at

Capacity
and Price January Movement During the Period 30 June

Nature Dateof Grant3 HKD 2012 Granted Exercised1 Lapsed 2012

Directors

Chang Xiaobing Beneficial owner 21 December 2004 6.20 526000 526000

Chairmpn and CEO Personal 15 February 2006 6.35 746000 746000

1272000

LuYimin

TongJilu Beneficialowner 20iu1y2004 5.92 92000 92000

Personal l5February2006 6.35 460000 460000

Beneficial owner 20 July2004 5.92 32000 32000

Spouse 15 February 2006 6.35 40000 40000

624000

LiFushen Beneficialowner lSOctober2008 5.57 723840 723840

Personal

Cesarea Alierta Izuel

Cheung Wing Lam Linus

Wong Wai Mirrg

John Lawson Thornton

Chung Shui Ming limpson

Cal HongbW

Employes 21 May2003 430 8956000 8956000

20July2004 5.92 40900000 40900000

21 December2004 620 128000 128000

lSFebruary2006 6.35 150310000 150310000

lSOctober2008 5.57 99637850 99637850

15 October2008 8.26 88929468 88929468

388861318

Total 391481158 391481158

Notes

Each share option gives the holder the right to subscribe for one share

The share options outstanding as at 30 June 2012 include approximately 23440000 share options held by the option holders who were

determined by the Board as Transferred Personnel under the applicable share option schemes due to the transfers of those option holders no

other telecommunications operators as part of the 2008 industry restructuring
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Particulars of share options are as follows

Exercise

Date of Grant Price HKD Exercise Period

Options Granted under the Share Option Scheme

21 May2003 430 21 May2004 to 20 May2013 in respect of 40% of the options granted

21 May2005 to 20 May2013 in respect of 30% of the options granted

21 May2006 to 20 May 2013 in respect of the remaining 30% of the options granted

2OJuy2004 5.92 20
July

2005 to 191ufr2013 in respect of 40% of the options granted

20 July2006 to 19Juy 2013 in respect of 30% of the options granted

2OJuy2007 to 191uy 2013 in respect of the remaining 30% of the options granted

21 December2004 6.20 21 December2005 to 20 December2013 in respect of 40% of the options granted

21 December2006 to 20 December2013 in respect of 30% of the options granted

21 December2007 to 20 December2013 in respect of the remaining 30% of the options

granted

15 February 2006 6.35 15 February 2008 to 14 February 2014 in respect of 50% of the options granted

15 February200g to 14 February 2014 in respect of the remaining 50% of the options granted

Options Granted under the Special Purpose Share Option Scheme

15 October2008 557 15 October2008 to 16 November2013 in respect of the options granted in relation

to the 2004 Netcom Options outstanding as at the Scheme Record Time and

exercisable from 17May 2006 to 16 November 201a 17 May 2007 to

16 November 2010 and l7May 2008 to 16 November 201 respectivefr

1/May2009 to 16 November2013 in respect of the options granted in relation

to the 2004 Netcom Options outstanding as at the Scheme Record Time and

exercisable from 17 May 2009 to 16November20 10

15 October2008 826 15 October2008 to December2013 in respect of the options granted in relation

to the 2005 Netcom Options outstanding as at the Scheme Record Time and

exercisable from December2007 to December2011

December2008 to 5December20 13 in respect of the options granted in relation

to the 2005 Netcom Options outstanding as at the Scheme Record Time and

exercisable from December2008 to December2011

December2009 to December2013 in respect of the options granted in relation

to the 2005 Netcom Options outstanding as at the Scheme Record Time and

exercisable from December2009 to December2011

December 201 to December2013 in respect of the options granted in relation

to the 2005 Netcom Options outstanding as at the Scheme Record Time and

exercisable from December2010 to December2011

In 2000 the exercise periods of approximately 25000000 share options were extended by one year by the Board pursuant to the terms

of the Share Option Scheme The reasons for such extension were that the holders of those share options were determined by the

Board as Transferred Personnel under the relevant terms of the Share Option Scheme due to the transfers of those option holders to

other telecommunications operators as part of the 2008 industry restructuring and ii those share options were not exercisable due to

Mandatory Moratorium under the relevant terms of the Share Option Scheme As the Mandatory Moratorium continued to be in force

the Board further extended the exercise periods of certain share options by one year in each of March 201P 2011 and 2012 under the

relevant terms of the Share Option Scheme As at 30 June 2012 approximately 2344000 share options held by Transferred Personnel as

discussed in Note above remained valid

Furthermore in each of March 2010 2011 and 2012 the expiry
dates for certain share options were extended by one year by the Board

pursuant to the terms of each of the Share Option Scheme and the Special Purpose Share Option Scheme because those share options

were not exercisable due to Mandatory Moratorium which is still in force under the respective terms of each of the Share Option

Scheme and the Special Purpose Share Option Scheme
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DIRECTORS INTERESTS AND SHORT POSITIONS IN SHARES UNDERLYING SHARES OR

DEBENTURES

As at 30 June 2012 the interests and short positions of the Directors in any shares underlying shares or debentures of the Company

or any of its associated corporations as defined in the Hong Kong Securities and Futures Ordinance the SF0 as recorded in the

register required to be kept under Section 352 of the SF0 or as otherwise notified to the Company and the Hong Kong Stock Exchange

pursuant to the Model Code for Securities Transactions by Directors of Listed Issuers were as follows

Ordinary Percentage of

Director Capacity Shares Held Issued Shares

Cheung Wing Lam Linus Beneficial owner Personal 400000 0.0017%

Chung Shul Ming Timpson Beneficial owner Personal 6000 0.0000%

Please refer to the subsection headed Share Option Schemes of the Company Interests of Directors Chief Executives and

Employees under the Share Option Scheme and the Special Purpose Share Option Scheme hereinabove for the interests and rights to

acquire shares held by the Directors and the chief executive of the Company as at 30 June 2012 under the Share Option Scheme and

the Special Purpose Share Option Scheme

Apart from those disclosed herein at no time during the six months ended 30 June 2012 was the Company or any of its holding

companies or subsidiaries party to any arrangement to enable the Directors or any of their spouses or children under eighteen years

of age to acquire benefits by means of acquiring shares or debentures of the Company or any of its associated corporations as defined

in the SF0

Furthermore apart from those disclosed herein as at 30 June 2012 none of the Directors or the chief executive of the Company had

any personal family corporate or other interests or short positions in any shares underlying shares or debentures of the Company or

any of its associated corporations as defined in the SF0
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SUBSTANTIAL INTERESTS AND SHORT POSITIONS IN THE SHARE CAPITAL OF THE

COMPANY

The following table sets out the interests and short positions of each person other than director or chief executive of the Company

in the shares or underlying shares of the Company as notified to the Company and recorded in the register required to be kept under

Section 336 of the SF0 as at 30 June 2012

Ordinary Shares Held
Percentage of

Directly Indirectly Issued Shares

China United Network Communications 18032853047 76.52%

Group Company Limited Unicorn Group125

ii China United Network Communications Limited 9725000020 41.27%

Unicom Share Company1

iii China Unicom BVI Limited Unicorn BVI1 9725000020 41.27%

iv China Unicorn Group Corporation BVI Limited 8082130236 225722791 35.26%

Unicorn Group BVI formerly known

as China Netcom Group Corporation BVI

Limited
235

Telefónica S.A TelefÆnica45 2254378708 9.57%

vi TelefOnica Internacional S.A.U.45 2254378708 9.57%

Notes

Unicorn Group and Unicorn Share Company directly or indirectly
control one-third or rnore of the voting rights in the shareholders meetings of Unicorn

BV and in accordance with the SF0 the interests of Unicorn BVl are deerned to bc and have therefore been included in the respective interests of

Unicorn Group and Unicorn Share Cornpany

Unicorn Group BVI is wholly-owned subsidiary
of Unicorn Group In accordance with the SF0 the Thterests of Unicorn Group BVI are deerned to be and

have therefore been included in the interests of Unicorn Group

Unicorn Group BVI holds frO7 13236 shares representing 34.30% of the issued shares of the Cornpany directly including 1075777 121 shares of the

Company as referred to ib NoteS below In addition Unicorn Group BV/ is also deerned under the SF0 to be interested in 225722791 shares representmg

0.96% of the issued shares of the Company held as trustee on behalf of PRC shareholder

Telefhnica lnternacional S.A.U is wholly-owned subsidiry of TelefOnica In accordance with the SF0 the interests of Telefdnica lnternacional SA.ti are

deemed to b4 and have therefore been included in the interests of TelefOnica

On 10 June 2017 Unicorn Group OVI entered into an agreement pursuant to which it had agreed to acquire from Telefónica lnternacional S.A.U an

aggregate of 1073777121 shares of the Company representing approximately 4.56 of the issued shares of the Company as at the date of the

agreement As at 30 June 2017 each of Unicorn Group BVI and Telefonica lnternacional S.A U.is deemed under the SF0 to be interested in such

1073777 121 shares of the Company The transaction was subsequently completed on 30July20 12 Following completion of the transaction Unicorn

Group BVI and Telefónica lnternacionalSA.U held fr082 13236 and 18601587shares of the Company representing approximately 34.30% and 5.01%

of the issued shares of the Company as at 30
July 2017 respectively

In addition Unicorn Group BVl is also deemed under the SF0 to be interested in

225727791 shares representing 0.96% of the /5sued shares of the Company held as trustee on behalf of PRC shareholder

Apart from the foregoing as at 30 June 2012 no person had any interest or short position in the shares or underlying shares in the

Company as recorded in the register required to be kept under Section 336 of the SF0

Please also refer to Note 12 to the interim financial information for details of the share capital of the Company
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INTERIM DIVIDEND

It was resolved by the Board that no interim dividend for the six

months ended 30 June 2012 will be paid

CHARGE ON ASSETS

As at 30 June 2012 no property plant and equipment was

pledged to banks as loan security 31 December 2011 Nil

REPURCHASE SALE OR REDEMPTION OF

LISTED SHARES OF THE COMPANY

For the six months ended 30 June 2012 neither the Company

nor any of its subsidiaries had repurchased sold or redeemed any

of the Companys listed shares

BOARD OF DIRECTORS

The directors during the period were

Executive Directors

Chang Xiaobing Chairman and CEO

Lu Yimin

Tong Jilu

Li Fushen

Non-Executive Director

Cesareo Alierta Izuel

Independent Non-Executive Directors

Cheung Wing Lam Linus

Wong Wai Ming

John Lawson Thornton

Chung Shui Ming Timpson

Cai Hongbin

CHANGES OF DIRECTORS INFORMATION

Below are certain changes to the information of our Directors

since the publication of the Companys 2011 annual report

Mr Cheung Wing Lam Linus was re-designated as an

independent non-executive director of HKR International

Limited and was appointed Chairman of Centennial

College

Mr Chung Shui Ming Timpson was appointed as an

independent non-executive director of China Everbright

Limited

Mr Cai Hongbin was appointed as an outside director of

China Petrochemical Corporation and was awarded as

Fellow of the Econometric Society

Mr John Lawson Thornton was appointed the co-chairman

of Barrick Gold Corporation

AUDIT COMMITTEE

The Audit Committee comprises Mr Wong Wai Ming Mr Cheung

Wing Lam Linus Mr John Lawson Thornton Mr Chung Shui

Ming Timpson and Mr Cai Hongbin all being independent non-

executive directors of the Company The Chairman of the Audit

Committee is Mr Wong Wai Ming All members of the Audit

Committee have satisfied the independence requirements

in relation to an Audit Committee member under applicable

laws regulations and rules Amongst the members of the Audit

Committee one member is an accountant with extensive

accounting professional experience and the Chairman of the

Audit Committee is chartered accountant with expertise and

experience in accounting and financial management

The major responsibilities of the Audit Committee include as

the key representative body for overseeing the Companys

relationship with the independent auditor considering and

approving the appointment resignation and removal of the

independent auditor pre-approval of services and fees to be

provided by the independent auditor based on the established

pre-approval framework supervising the independent auditor

and determining the potential impact of non-audit services on

such auditors independence reviewing quarterly and interim

financial information as well as annual financial statements

coordinating and discussing with the independent auditor

with respect to any issues identified and recommendations

made during the audits reviewing correspondences from the

independent auditor to the management and responses of the

management discussing the internal control system with the

management and reviewing the reports on the internal control

procedures of the Company

The Audit Committee together with the management of

the Company has reviewed the accounting principles and

practices adopted by the Company as well as the internal control

procedures of the Company and discussed financial reporting

matters including the review of interim financial information for

the six months ended 30 June 2012
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REMUNERATION COMMITTEE

The Remuneration Committee comprises Mr Cheung Wing Lam

Linus Mr Wong Wai Ming Mr John Lawson Thornton Mr Chung

Shui Ming Timpson and Mr Cai Hongbin all being independent

non-executive directors of the Company The Chairman of the

Remuneration Committee is Mr Cheung Wing Lam Linus

The major responsibilities of the Remuneration Committee

include considering and approving the remuneration

policies and structure for Directors and senior managements

remuneration considering and making recommendation to the

Board on the remuneration packages of Directors and senior

management and considering and approving the Companys

share option schemes The Remuneration Committee conducts

performance review of the Chief Executive Officer the CEO
and determines the CEOs year-end bonus pursuant to the

performance target contract entered into between the Board

and the CEO The CEO is responsible for the performance review

and determination of performance-based year-end bonuses

for the other members of the Companys management which

is subject to the review of the Remuneration Committee In

addition the Remuneration Committee consults the Chairman

on the remuneration proposals for other executive directors

NOMINATION COMMITTEE

The Nomination Committee comprises Mr Cal Hongbin Mr

Chang Xiaobing Mr John Lawson Thornton and Mr Chung

Shui Ming Timpson Except for Mr Chang Xiaobing who is the

Chairman and CEO of the Company each of Mr Cai Hongbin

Mr John Lawson Thornton and Mr Chung Shui Ming Timpson

is an independent non-executive director of the Company The

Chairman of the Nomination Committee is Mr Cal Hongbin

The major responsibilities of the Nomination Committee include

reviewing the structure size and composition of the Board at

least annually and making recommendations on any proposed

changes to the Board to complement the corporate strategy of

the Company identifying individuals suitably qualified to become

Board members and selecting or making recommendations to

the Board assessing the independence of independent non-

executive directors making recommendations to the Board on

the appointment or re-appointment of Directors and succession

planning for Directors giving its opinion to the Board on

candidates of the senior management nominated by the CEO

and on changes to the senior management of the Company

CORPORATE GOVERNANCE

Compliance with Corporate Governance

Code

The Company is committed to maintaining high standards

of corporate governance The Company has complied

with the code provisions in the Corporate Governance

Code the Code Provision as set out in Appendix 14 of

the Listing Rules for the six months ended 30 June 2012

except the following

Under Code Provision A.2.1 the roles and responsibilities

of the chairman and the chief executive should

be separate and should not be performed by

the same individual The Board understands that

the principle of Code Provision A.2.1 is to clearly

separate the management of the Board from the

daily management of the Company so as to ensure

balance of power and authority

Mr Chang Xiaobing serves as Chairman and CEO

of the Company Mr Lu Yimin serves as President

of the Company Mr Chang Xiaobing is responsible

for chairing the Board and for all material affairs

including development business strategy operation

and management of the Company Mr Lu Yimin is

responsible for the daily operation and management

of the Company

The Board believes that at the present stage Mr

Chang Xiaobing and Mr Lu Yimin have achieved the

aforesaid principle of separation of responsibilities

These arrangements also facilitate the formulation

and implementation of the Companys strategies

in more effective manner so as to support the

effective development of the Companys business

Under Code Provision A.4.1 non-executive directors

shall be appointed for specific term subject to re

election The Companys non-executive directors are

not appointed for specific term but are subject to

retirement by rotation at general meetings and re

election by shareholders pursuant to the Companys

memorandum and articles of association All

Directors of the Company are subject to retirement

by rotation at least once every three years

China Unicorn Hong Kong Lirnited Interim Report 2012 53



Other Information

Under Code Provision A.6.7 directors should attend

general meetings Due to overseas commitments

or engagement in other unavoidable matters one

non-executive director and four independent non-

executive directors were unable to attend the

annual general meeting of the Company held on 29

May2012

Model Code for Securities Transactions by

Directors

The Company has established the Code for Dealing of

Securities by Directors in accordance with the Model

Code for Securities Transactions by Directors of Listed

Issuers as set out in Appendix 10 of the Listing Rules

The Company had made specific enquiries to Directors

as to their respective compliance with the relevant code

for securities transactions for the six months ended 30

June 2012 and all of the Directors have confirmed such

compliance

Requirements under Section 404 of the

Sarbanes-Oxley Act of 2002 the SOX Act

Compliance with the requirements under Section 404 of

the U.S Sarbanes-Oxley Act of 2002 the Sarbanes-Oxley

Act has been an area of emphasis for the Company The

relevant sections of the Sarbanes-Oxley Act require the

management of non-U.S issuers with equity securities

listed on U.S stock exchanges to issue reports and make

representations as to internal control over financial

reporting

The relevant internal control report needs to stress

the managements responsibility for establishing and

maintaining adequate and effective internal control over

financial reporting Management is required to assess

the effectiveness of the Companys internal control over

financial reporting as at year end Under Section 404 of

the Sarbanes-Oxley Act the Companys management is

required to conduct an assessment of the effectiveness

of the Companys internal control over financial reporting

as at 31 December 2011 The managements assessment

report was included in the Companys annual report on

Form 20-F for the year ended 31 December 2011 Form

20-F as filed with the United States Securities and

Exchange Commission on 25 April 2012

Summary of Significant Differences between

the Corporate Governance Practices of the

Company and the Corporate Governance

Practices Required to be Followed by US

Companies under the New York Stock

Exchanges Listing Standards

As company listed on both the Hong Kong Stock

Exchange and the New York Stock Exchange the Company

is subject to applicable Hong Kong laws and regulations

including the Listing Rules and the Companies Ordinance

as well as applicable U.S federal securities laws including

the U.S Securities Exchange Act of 1934 as amended

and the Sarbanes-Oxley Act In addition the Company

is subject to the listing standards of the New York Stock

Exchange to the extent they apply to non-U.S issuers As

non-U.S issuer the Company is not required to comply

with all of the corporate governance listing standards of

the New York Stock Exchange

In accordance with the requirements of Section 303A.1 of

the New York Stock Exchange Listed Company Manual the

Company has posted on its website www.chinaunicom

com.hk and Form 20-F summary of the significant

differences between corporate governance practices of

the Company and those required to be followed by U.S

companies under the listing standards of the New York

Stock Exchange

Appendix 16 of the Listing Rules

According to paragraph 40 of Appendix 16 to the Listing

Rules headed Disclosure of Financial Information save

as disclosed herein the Company confirms that the

Companys current information in relation to those matters

set out in paragraph 32 of Appendix 16 has not been

changed significantly from the information disclosed in

the Companys 2011 Annual Report
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EMPLOYEE AND REMUNERATION POLICY

As at 30 June 2012 the Group had approximately 215450

employees 180 employees and 70 employees in Mainland China

Hong Kong and other countries respectively Furthermore the

Group had approximately 79660 temporary staff in Mainland

China For the six months ended 30 June 2012 employee benefit

expenses were approximately RMB13.740 billion for the six

months ended 30 June 2011 RMB1 2.523 billion The Group

endeavors to maintain its employees remuneration in line

with the market trend and to remain competitive Employees

remuneration is determined in accordance with the Groups

remuneration and bonus policies based on their performance

The Group also provides comprehensive benefit packages and

career development opportunities for its employees including

retirement benefits housing benefits and internal and external

training programmes tailored in accordance with individual

needs

FORWARD-LOOKING STATEMENTS

This interim report contains certain forward-looking statements

within the meaning of Section 27A of the Securities Act of 1933

as amended and Section 21 of the Securities Exchange Act

of 1934 as amended Such forward-looking statements may

include without limitation statements relating to the Companys

competitive position the Companys business strategies and

plans including those relating to the Companys networks

products and services as well as sales and marketing in particular

such networks products and services sales and marketing in

respect of the Companys 3G business the Companys future

business condition future financial results cash flows financing

plans and dividends the future growth of market demand of

and opportunities for the Companys new and existing products

and services in particular 3G services and future regulatory and

other developments in the PRC telecommunications industry

The words anticipate believe could estimate intend

may seek will and similar expressions as they relate to

us are intended to identify certain of these forward-looking

statements The Company does not intend to update any of

these forward-looking statements

The forward-looking statements contained in this interim report

are by their nature subject to significant risks and uncertainties

In addition these forward-looking statements reflect the

Companys current views with respect to future events and are

not guarantee of the Companys future performance Actual

results may differ materially from those expressed or implied in

the forward-looking statements as result of number of factors

including without limitation

changes in the regulatory regime and policies for the

PRC telecommunications industry including without

limitation changes in the regulatory policies of the Ministry

of Industry and Information Technology which has

assumed the regulatory functions of the former Ministry of

Information Industry the State-owned Assets Supervision

and Administration Commission and other relevant

government authorities of the PRC

changes in the PRC telecommunications industry

resulting from the issuance of 3G licenses by the central

government of the PRC

effects of tariff reduction and other policy initiatives from

the relevant PRC government authorities

changes in telecommunications and related technologies

and applications based on such technologies

the level of demand for telecommunications services in

particular 3G services

competitive forces from more liberalized markets and the

Companys ability to retain market share in the face of

competition from existing telecommunications companies

and potential new market entrants

effects of competition on the demand and price of the

Companys telecommunications services

the availability terms and deployment of capital and the

impact of regulatory and competitive developments on

capital outlays
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the result of the anti-monopoly investigation by the

National Development and Reform Commission of the PRC

relating to the price charged for Internet dedicated leased

line access service provided by us to Internet service

providers

changes in the assumptions upon which the Company has

prepared its projected financial information and capital

expenditure plans and

changes in the political economic legal and social

conditions in the PRC including the PRC governments

policies and initiatives with respect to economic

development in light of the recent global economic

downturn foreign exchange policies foreign investment

activities and policies entry by foreign companies into the

PRC telecommunications market and structural changes in

the PRC telecommunications industry

Please also see the Risk Factors section of the Companys latest

Annual Report on Form 20-F as filed with the U.S Securities and

Exchange Commission

By Order of the Board

ChuKaYee

Company Secretary

Hong Kong 23 August 2012
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